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Financial High Ugh ts 





1978 


1977 

Net sales . . 


$217,412,000 

$192,729,000 

Earnings before income taxes 

. . $ 11,713,000 

$ 

10,429,000 

Income taxes 


. . $ 

5,576,000 

$ 

5,021,000 

Net earnings 


. . $ 

6,137,000 

$ 

5,408,000 

Net earnings per common share 

. $ 

2.65 

$ 

2.35 

Number of shareholders . . 


4,100 


4,200 

Number of employees . . . 


3,200 


3,100 

Assets per employee .... 

. . $ 

43,000 

$ 

40,000 

Quarterly Highlights 


Common Dividends 


Net Earnings Per Share 

Per Share 


1978 1977 

1978 


1977 

1st Quarter . 

. $ .35 $ 

.46 

$ .24 


$ .225 

2nd Quarter 

.71 

.70 

.24 


.225 

3rd Quarter . 

.60 

.48 

.24 


.225 

4th Quarter 

.99 

.71 

.24 


.225 


$2.65 $2.35 

$ .96 


$ .90 

Stock Prices 







1978 


1977 


High 

Low 

High 

Low 

1st Quarter . 

. . . . 16% 

14% 

15% 

13% 

2nd Quarter 

. . . . 19 

14% 

16% 

14% 

3rd Quarter . 

. . . . 18% 

15% 

15% 

12% 

4th Quarter 

. . . . 18% 

12% 

17% 

12% 


On January 31,1979 the closing price on the New York Stock 
Exchange was 1514. 


Dividends — 1.2% Reinvested — 1.6% 

\ r 



Crompton & Knowles' total sales 
in 1978 amounted to $217,412,000 
Here's how the money was used: 


To Employees — Wages, 
Salaries and Benefits . . 

For All Other Costs of 
Doing Business Including 
Taxes . 

For Dividends to 
Shareholders . 

Reinvested to Maintain 
and Grow the Business and 
Protect and Create Jobs . 


$ 

% 

$ 57,579,000 

26.5% 

$153,696,000 

70.7% 

$ 2,579,000 

1.2% 

$ 3,558,000 

1.6% 

$217,412,000 

100.0% 
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To Our Shareholders: 



President Frank J. Graziano 


In 1978 Crompton & Knowles again 
achieved record sales and earn¬ 
ings. It also attained other impor¬ 
tant financial and marketing objec¬ 
tives. 

Sales increased to $217,412,000, 
up 12.8% over the $192,729,000 
volume of the previous year. Net 
earnings were $6,137,000, an in¬ 
crease of 13.5% above the record 
$5,408,000 in 1977. 

We anticipate good sales and 
earnings for the first quarter of 
1979 and, general economic condi¬ 
tions permitting, the year as a 
whole should show a steady con¬ 
tinuation of the pattern of growth 
achieved over the past several 
years. 

Crompton & Knowles is now a 
vastly different company from 
what it was several decades ago, 
when textile looms constituted our 
sole product line. The new 
Crompton & Knowles was devel¬ 
oped by constant review of busi¬ 
ness and product mix focusing on 
related areas that offer improved 
profitability, greater growth oppor¬ 
tunities and increased earnings 
stability. 

Operating Performance 

All but one of our major businesses 

did very well in 1978. 

Our domestic Dyes and Chemi¬ 
cals Division, the company's 
largest single business unit, more 
than achieved its objectives. In ad¬ 
dition, its European operation, 

ATSA, improved its sales and 
greatly reduced its losses. 

The Flavor & Fragrance Division 
increased its sales volume sub¬ 
stantially and moved back into a 
profit position in 1978. Both ATSA 
and the Flavor & Fragrance opera¬ 
tions during the year greatly 
strengthened their ability to re¬ 
spond to market needs and it is 
expected they will continue to 
show improvement in 1979. 

Our Plastics Color Division suf¬ 
fered from labor and other prob¬ 
lems which resulted in a mediocre 
performance for the year. 


Wire and Plastics Machinery ben¬ 
efited from a drastic refocusing of 
its market and sales objectives and 
from a major reorganization of its 
operating practices. As a result of 
these moves, this Group had an 
outstanding year in 1978. 

Textile Machinery did poorly in 
1978. A number of steps have 
been taken to improve perform¬ 
ance in 1979. 

The Company's recently ac¬ 
quired subsidiaries again recorded 
significant improvement in sales 
and earnings. Kem Manufacturing 
Corporation, which manufactures 
and markets cleaning and mainte¬ 
nance chemicals, had a particularly 
good year in its overseas opera¬ 
tions. Southern Mill Creek Prod¬ 
ucts Company, in its first full year 
with Crompton & Knowles, also 
exceeded its key objectives. SMCP 
makes and markets insecticides, 
fumigants and weed control 
products. 

“Invisible Earnings” 

Although Crompton & Knowles is 
gratified by the 1978 improvement 
in its financial results, it should be 
noted that the company's net 
profit—like that of many American 
corporations — bears only a faint 
resemblance to its actual earnings 
from operations. In 1978, C&K paid 
$5,576,000, or47.6% of its pre-tax 
earnings in federal, state and 
foreign income taxes. If local and 
other taxes are included, the com¬ 
pany's "invisible earnings" —the 
earnings that are paid to govern¬ 
ment in one form or another— 
exceeded by a wide margin the 
profits retained by the company 
and its shareholders. We are 
pleased with the start made by 
recent tax legislation in encourag¬ 
ing new capital formation which 
will benefit workers and share¬ 
holders alike. 

Acquisitions 

In 1978 the company acquired a 
chemicals plant of Harshaw Chem¬ 
ical Company, a subsidiary of Gulf 
Oil. The transaction included pur- 
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chase of Harshaw's dye manufac¬ 
turing plant at Lowell, North 
Carolina, as well as rights to the 
product lines manufactured at the 
plant and the plant's marketing and 
technical organizations. Harshaw 
is now operating as part of the 
Dyes and Chemicals Division 
within C&K's Chemicals Group. 
This acquisition will reduce in part 
the Group's dependence on out¬ 
side manufacturing. 

Crompton & Knowles is continu¬ 
ing its aggressive search for ac¬ 
quisitions which meet its criteria. 
Our acquisition objectives are to: 

• Improve and stabilize our his¬ 
torical pattern of growth 

• Provide additional high-caliber 
management 

• Strengthen present product 
lines and achieve deeper pen¬ 
etration of present markets 

• Diversify into new specialty 
product areas 

• Avoid dilution of per-share 
earnings, except where other 
special factors are present, 
such as well-above-average 
future earnings potential. 

Our other recent acquisitions — 
Kem Manufacturing and Southern 
Mill Creek Products— have met all 
our acquisition requirements, in¬ 
cluding a most important one — 
managements with proven records 
willing to remain with the business 
and to grow them in cooperation 
with Crompton & Knowles. 

International 

We recognize that to be viable our 
company must have a vigorous in¬ 
ternational business. In 1978, ex¬ 
port and foreign sales rose to 
$70,344,000, a 15% increase over 
the $61,102,000 in 1977. 

Key Ratios 

Each year I report on key figures 
which help indicate performance. 

In 1978 our return on common 
shareholders' equity rose to 
11.4%, up from 10.7% in 1977 
after restatement for capitalization 
of leases. Another important ratio 
is the return on total capital em¬ 


ployed, including all debt and obli¬ 
gations under capital leases. In 
1978, our return was 7.5%, com¬ 
pared with 7.3% (restated) in 1977. 

In 1978 our long-term capital 
(excluding obligations under capital 
leases) was 68% shareholders' 
equity and 32% long-term debt, 
compared with 67% and 33% in 
1977. 

Research & Development 
Our 1978 investment in research 
and development stayed high at 
$3,700,000, the same amount as in 
the previous year. We are commit¬ 
ted to major annual investments in 
product development because 
they point the way to our future 
growth. However, product devel¬ 
opment expenditures are au¬ 
thorized only after careful evalua¬ 
tion that satisfies us that we have a 
reasonable expectation of profit¬ 
able return on these investments. 

The greatest expenditures for 
R&D are made in our most highly 
technological businesses, particu¬ 
larly in specialty chemicals. During 
this past year a steady stream of 
new products has moved from our 
laboratories to the marketplace, 
and has kept Crompton & Knowles 
product lines among the most ad¬ 
vanced in their markets. 

In the machinery business, R&D 
is divided between improving exist¬ 
ing machines to keep them com¬ 
petitive, and developing major new 
equipment which sometimes re¬ 
quires many years of effort and 
heavy expenditures. In this latter 
category is our new Series 400 
projectile loom, which was put into 
production in 1978 after more than 
a decade of development. We are 
convinced that this loom fills an 
important market need and that it 
has a significant sales potential. 

Dividend Action 
In January, 1979, the Board of Di¬ 
rectors voted, for the third con¬ 
secutive year, to raise the quarterly 
dividend to shareholders of com¬ 
mon stock. The increase was from 
240 to 260, up 8.3%. Our dividend 
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policy remains constant — to con¬ 
tinue providing dividend increases 
when we are reasonably certain 
that such increases can be main¬ 
tained at the new level by in¬ 
creased earnings. Crompton & 
Knowles has paid dividends with¬ 
out interruption for the past 45 
years. 

I would like to mention again our 
Dividend Reinvestment and Stock 
Purchase Plan, available to 
Crompton & Knowles sharehold¬ 
ers. Investors in this Plan can have 
their dividends reinvested au¬ 
tomatically with the additional op¬ 
tion of investing up to $3,000 a 
quarter in the purchase of new 
shares. Crompton & Knowles pays 
all brokerage and administrative 
costs of this Plan. Please write to 
me if you would like to have further 
details. 

Facing Future Shock 

A key element of Crompton & 
Knowles' business management 
style is the ability and readiness to 
respond aggressively to changing 
market needs and new investment 
opportunities. Its record has been 
one of reallocating assets on a 
timely and effective basis. 

We are no more comfortable 
than anyone else about the prob¬ 
lems in the world around us. Your 
management does, however, feel 
reasonably comfortable about 
Crompton & Knowles' ability to 
adapt to change and to keep this a 
growing and successful company 
earning the continuing support of 
its shareholders, employees and 
customers. 



Frank J. Graziano 










Specialty Chemicals 


Sales $158,895,000 

Dyes and Other Organic Chemicals 
Specialty Cleaning and Maintenance Products 

Dyes and auxiliary chemicals for textiles of synthetic and natural fibers, paper 
products, leather, transfer printing inks. 

Flavors and colors for soft drinks, liqueurs, candies, meats, bakery and dairy 
products, pharmaceuticals. 

Fragrances for fine perfumes, cosmetics and toiletries, household products. 
Colors and additives for plastics products. 

Organic chemicals for dyes, agricultural, pharmaceutical, industrial uses. 
Chemical products for cleaning, maintenance and sanitation. 

Specialty chemicals for pest and weed control. 

Principal facilities located in California, Florida, Georgia, Illinois, New Jersey, North 
Carolina, Ohio, Pennsylvania, Belgium, Canada, Costa Rica, England, Holland, 
Italy, Jamaica and Puerto Rico. 



Nineteen Seventy Eight was 
another year of vigorous growth 
for our specialty chemicals divi¬ 
sions and subsidiaries. Every unit 
improved its sales and earnings 
performance, opened up new mar¬ 
kets, and benefitted from actions 
taken to improve organizational ef¬ 
ficiency. Most of the progress was 
generated internally, although 
there was one acquisition, an addi¬ 
tion to our Dyes and Chemicals 
Division. This acquisition fits in 
with and accelerates our long 
range plans in dyes and related 
chemicals. 

Of particular note was the im¬ 
proved performance at our Alt- 
house Tertre Division in Belgium, 
which in recent years had severe 
problems related to adverse eco¬ 
nomic conditions in Europe. 

Our domestic Flavor & Fragrance 
Division also improved its perform¬ 
ance and made progress in prepar¬ 
ing itself for increased market pen¬ 
etration this year and beyond. 

Crompton & Knowles' two spe¬ 
cialty chemicals subsidiaries, Kem 
Manufacturing and Southern Mill 
Creek Products once again 
achieved comfortably the earnings 
growth objectives anticipated 
when these companies were 
acquired. 


Crompton & Knowles laboratory techni¬ 
cians precisely match customers' colors 
and determine the most economical formu¬ 
lations of dyes and chemicals. 
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Dyes and Chemicals 

The continued growth of this Divi¬ 
sion came from strong sales in 
both the apparel and home furnish¬ 
ings markets. 

The long-term position of 
Crompton & Knowles as a supplier 
of dyes was strengthened by sev¬ 
eral important actions designed to 
provide the company with the 
capability of manufacturing prod¬ 
ucts now sold by Crompton & 
Knowles but currently manufac¬ 
tured by Toms River Chemical Cor¬ 
poration. 

First was the acquisition of the 
Harshaw Chemical Company pro¬ 
duction facility at Lowell, North 
Carolina. The plant primarily pro¬ 
duces azo disperse dyes for the 
growing polyester market. Second, 
a major expansion was started at 
the Gibraltar and Reading, 
Pennsylvania plants. 

To meet present and anticipated 
EPA regulations, a key addition to 
the environmental control facilities 
at the Gibraltar, Pennsylvania, plant 
is now underway. This new facility 
utilizes design technology devel¬ 
oped by the environmental per¬ 
sonnel of Crompton & Knowles 
and has significant operating cost 
benefits. When in operation early 
in 1979, Crompton & Knowles will 
have no outside disposal of solid 
toxic materials. The design of the 
facility culminates more than five 


years of experimental and pilot 
plant operation. Construction costs 
approximate $1.5 million. 

Early in 1979, the national mar¬ 
keting headquarters and the textile 
application development laboratory 
will be moved to Charlotte, North 
Carolina, to be in the mainstream 
of the large southern textile indus¬ 
try. This will enable Crompton & 
Knowles to respond more quickly 
and effectively to the changing 
needs of the industry. 

A new computerization color 
program designed to support both 
manufacturing and customer 
needs of the textile, paper, leather 
and heat transfer printing indus¬ 
tries was initiated. It provides exact 
color measurements and performs 
all color matching tasks required 
for quality control of each dye pro¬ 
duced and customer service func¬ 
tions. It is one of the most modern 
and efficient systems of its kind 
and provides new opportunities to 
improve service to present and po¬ 
tential customers. 

European Operations 

Althouse Tertre, our European 
dyestuffs manufacturing opera¬ 
tions located in Belgium, showed a 
gratifying improvement in 1978 
after several lackluster years be¬ 
cause of unfavorable economic 
conditions. ATSA is now working 
up to capacity as a result of some 
improvement in the economic 
conditions and actions taken to 
strengthen the business and open 
new markets. 

Coene/Gruno, the European 
flavor business, improved its per¬ 
formance in 1978. During the year 
the Gruno plant in Holland was 
closed down and all manufacturing 
moved to the Coene plant in 
Brussels. 



Wild Canada geese find Crompton & 
Knowles' treated waste lagoon at the Gib¬ 
raltar plant suitable for stopover. 
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Flavor, Fragrance and Food 
Colors 

Domestic sales in 1978 were at 
about the same level as in the 
previous year, but earnings went 
from a loss to a profit position. 

Better inventory controls and 
new cost and manpower utilization 
programs made major contribu¬ 
tions to the success. 

1979 is expected to be an excel¬ 
lent year. An anticipated increase in 
sales and control of fixed costs 
should enable the division to enjoy 
an appreciable increase in profit 
performance. 

Plastics Color Division 

Plastics Color during 1978 made 
great efforts to improve its operat¬ 
ing efficiencies and developed a 
highly effective color matching 
service. However, achievement of 
these objectives did not overcome 
a series of marketing and labor 
problems and performance for the 
year was relatively flat. 


Kem Manufacturing 

Kern manufactures and markets on 
a worldwide basis over 250 spe¬ 
cialized cleaning and maintenance 
products for government, institu¬ 
tional, industrial and commercial 
use. Marketed under three trade 
names—Kem, Cerfactand Empire 
— the products serve a wide vari¬ 
ety of needs ranging from basic 
cleaning and deodorizing to more 
sophisticated lubrication and 
water-treatment purposes. The 
products are used in construction, 
engineering, food service, house¬ 
keeping, transportation, and 
other fields. 

In 1978 Kem experienced 
anotheryearof worldwide growth. 
Emphasis was placed on develop¬ 
ing established markets in the 
United States, Europe, Canada, the 
Caribbean and Central America and 
exploring new markets in other 
areas. 

In 1979, a new facility is planned 
for Holland to replace the present 
one, which has been outgrown. 
This will double present production 
capacity in Europe. 

Overall, Kem expects to repeat 
its 1978 pattern of continued 
growth worldwide. 


Southern Mill Creek Products 

SMCP, in its first full year as a part 
of Crompton & Knowles, continued 
to grow both domestically and 
overseas. The company's strong 
market position in South Eastern 
United States for its pesticides, 
herbicides and related products 
continues to provide the basis for 
SMCP's domestic expansion. 

In April, 1978, the Company 
formed a Swiss subsidiary to sell 
primarily to the Common Market 
countries, with operations con¬ 
ducted from London. 

SMCP has continued to expand 
its sales force and its marketing 
program in the Caribbean and in 
South America, where its products 
have gained wide acceptance. 


Pictured at Stone Mountain, Georgia are 
representative types of Kem Manufactur¬ 
ing Corporation products sold under the 
trade styles of Kem, Cerfactand Empire. 
These products provide a wide range of 
capabilities from basic cleaning and 
deodorizing up to sophisticated lubrication 
and water-treatment uses. 
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Special Industry Machinery 


Sales $58,517,000 

Textile Machinery 
Wire & Plastics Machinery 
Automotive Components 

Textile machinery for apparel fabrics, home furnishings and industrial textiles. 

Plastics extrusion systems for insulated wire and cable, sheet, blown film, pipe, 
profile and rubber products. 

Automotive components for light trucks. 

Principal facilities located in Connecticut, Massachusetts, North Carolina, Rhode 
Island, South Carolina, Brazil, Japan and Mexico. 


Textile Machinery 

The one major business of 
Crompton & Knowles which failed 
to perform to expectations in 1978 
was Textile Machinery. This was 
due in part to intensified efforts to 
complete development of its new 
400 series weaving machine and 
other product development 
activities. 

Another important factor was 
the action taken to maintain our 
work force in anticipation of sev¬ 
eral large machinery orders. In 
1979 the Group will concentrate on 



After many years of intensive research and development work, the first Crompton & Knowles "400" projectile looms are in production. 
Those pictured are in the Hayward-Schuster Woolen Mills, Inc. in East Douglas, Massachusetts, makers of quality woolen fabrics. 
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taking advantage of the market po¬ 
tential of the new product lines and 
receipt of the previously antici¬ 
pated orders. 

The entry of the 400 Series Pro¬ 
jectile Weaving Machine into the 
marketplace was the highlight of 
1978, capped by the first produc¬ 
tion installation in a New England 
woolen mill. With the start-up of 
this installation, C&K anticipates 
additional orders from the woolen 
trade and opportunities to solicit 
prospective customers who 
weave cotton, blends and textured 
polyester apparel fabrics. 

The new C&K machine is the 
first and only American-made 
multi-color projectile textile loom. It 
can weave multi-color fabrics 
nearly twice as fast as conventional 
shuttle looms and at a significantly 
lower cost—two important advan¬ 
tages in the highly competitive tex¬ 
tile fabric market. The equipment 
also greatly reduces mill noise 
level—a major problem in textile 
mills. 

Sales of loom conversions re¬ 
mained high as mills looked to¬ 
wards C&K's technology to 
simplify machine operation and re¬ 
duce maintenance costs. In the 
coming year C&K will market a 
high-speed conversion kit appli¬ 
cable to the several thousand C-11 
fly shuttle terry looms presently in 
operation. 


With installations in over 60 
countries and in keeping with a 20 
year tradition as a principal supplier 
of narrow fabric needle looms on a 
worldwide basis, C&K in 1978 
commenced shipment of several 
new models to strengthen the 
firm's position in the webbing field. 

A new generation of blending 
machinery was unveiled at the 
American Textile Machinery 
Exhibition-International in 
Greenville, S.C. in the spring of 
1978. The equipment is designed 
to solve one of the major problems 
confronting the U.S. textile indus¬ 
try— dust control. Crompton & 
Knowles has designed, manufac¬ 
tured and delivered the first of 
these machines which, based 
upon customer measurements in 
actual mill operation, perform well 
within the parameters established 
by OSHA for clean air. 

C&K annually commits funds in 
excess of 5% of its textile equip¬ 
ment sales to sustain ongoing re¬ 
search and development programs 
in its preparatory, weaving and 
finishing machinery lines to keep 
pace with everchanging market 
demands, new yarns and new 
processes. 

Our Foundry and Machine Divi¬ 
sion supplies part of the Group's 
weaving machinery castings re¬ 
quirements. In addition, it sells con¬ 
tract foundry work and operates an 
automotive parts machining busi¬ 
ness including steering and sus¬ 
pension components. Sales and 
earnings were approximately the 
same in 1978 as in the previous 
year. 

Wire and Plastics Machinery 

Operating performance for the 
year showed a significant im¬ 
provement over 1977. Sales and 
bookings were both considerably 
higher year-to-year, while operat¬ 
ing earnings more than doubled. 


1978 marked the first full year of 
operation under the Group's new 
business strategy with its exten¬ 
sively restructured marketing op¬ 
eration. This restructuring should 
enable the Group, which presently 
enjoys a leading position in the 
worldwide extrusion complex mar¬ 
ket, to apply more effectively its 
available resources and achieve far 
greater in-depth penetration of the 
specialty markets served. 

A collateral result of the strategy 
is the creation of new sales oppor¬ 
tunities that will enable the extru¬ 
sion complex to be sold on an orig¬ 
inal equipment manufacturer basis 
to leading suppliers of supportive 
"downstream" machinery. This 
OEM opportunity will receive con¬ 
tinuing emphasis. 

C&K has achieved a dramatic 
technological improvement in the 
field of microprocessor control for 
introduction to the plastics pro¬ 
cessing industry. This is the Sys¬ 
tem 201™ temperature control 
principle, which supersedes the 
System 101™ development ini¬ 
tiated in the early 1970's, and is the 
result of intensive research and 
development effort over the past 
three years. The use of System 
201™ improves extruder effective¬ 
ness by reducing material waste, 
increasing outputs, improving 
screw performance and product 
quality. 

Three ordeTs, the highest for any 
supplier to the domestic market to 
date, have been booked for the 
Davis-Standard gas-cure system, 
which is based on highly-advanced 
technology licensed from the 
General Electric Company. Several 
more orders are in negotiation. This 
system provides greatly improved 
output and proportionately lower 
unit cost of thermoset cable in the 
wire and cable industry. 
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Financial Review 


1978 1977 1976 1975 1974 


Operations 

Net sales . $217,412,000 

Cost of products sold . 1 42,601,000 

Selling, general and administrative 

expense. 52,775,000 

Depreciation and amortization .... 3,733,000 

Interest expense . 3,956,000 

Settlement of antitrust litigation .... — 

Other expenses (income) — net .... 2,634,000 

Earnings before income taxes .... 11,713,000 

Income taxes. 5,576,000 

Net earnings. 6,137,000 

Net earnings as a percent of sales ... 2.8 

Common dividends. 2,029,000 

Preferred dividends. 550,000 

Common stock net earnings . 5,587,000 

Other Statistics 

Working capital ratio. 2.3 

Per share of common stock: 

Net earnings. 2.65 

Common dividends. .96 

Common stockholders' equity . . . 24.94 

Average shares outstanding . 2,111,000 

Net earnings as a % of common equity 
at beginning of year. 11.4 


Management Comments 

Certain items above have been restated to reflect the 
retroactive application of FASB Statement No. 13, Account¬ 
ing For Leases. Such restatement did not result in any 
adjustment of net earnings for the years presented. 

Included above are the results of Kem Manufacturing 
Corporation (acquired as of March 27, 1976) and Southern 
Mill Creek Products Co., Inc. (acquired as of March 26, 
1977) from the dates of their acquisition. If the operations 
of Kem and SMCP had been included since the beginning of 
1975 and 1976, respectively, the Company's pro forma 
operating results (in thousands) would be as follows: Net 
sales, 1977-SI 94,931, 1976-SI 72,793, 1975-5144,358; 

Net earnings, 1977-S5.346, 1976-S5.152, 1975-S3.420; 

Net earnings pershare, 1977-S2.30, 1976-S2.10, 

1975-SI .31. 

Results for 1978 were favorable compared to 1977. Net 
sales increased $24.7 million, or 13%, attributable to an 
additional quarter of results relating to the 1977 acquisition 
of SMCP ($2.2 million), volume associated with the pur¬ 
chase of a dye plant business ($3.6 million), and the balance 
principally to higher physical volume and price increases 
needed to offset inflationary cost increases. Cost of prod¬ 
ucts sold increased $14.1 million, or 11 %, attributable to the 
additional quarter of SMCP results ($1.7 million), volume 
associated with the purchase of a dye plant business 
($2.6 million), and the balance principally to higher physical 
volume and inflationary cost increases. Gross profit im¬ 
proved to 34.4% from 33.3% in 1977. Selling, general and 
administrative expense increased $6.6 million, or 14%, 
because of the higher volume of sales including acquisi¬ 
tions, and increases in the cost of laborand services. Other 
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expenses increased $2.4 million principally as a result of 
increased pretax foreign exchange losses and higher bad 
debt expense. Earnings before income taxes increased 
$1.3 million, or 12%, while net earnings increased $729 
thousand, or 13%. Income taxes increased $555 thousand, 
or 11%, reflecting an effective tax rate of 47.6% compared 
to48.1% in 1977. 

Results for 1977 were favorable compared to 1976. Net 
sales increased $38.4 million, or 25%, attributable to the 
acquisition of SMCP ($15.9 million), an additional quarter of 
results relating to the 1976 acquisition of Kem ($7.1 million) 
and the balance principally to higher physical volume and 
price increases needed to offset inflationary cost increases. 
Cost of products sold increased $24.3 million, or 23%, 
attributable to the acquisition of SMCP ($12.9 million), the 
additional quarter of Kem results ($2.0 million) and the 
balance principally to higher physical volume and inflation¬ 
ary cost increases. Gross profit improved to 33.3% from 
32.5% in 1976. Selling, general and administrative expense 
increased $11.2 million, or 32%, because of the higher 
volume of sales including acquisitions and increases in the 
cost of laborand services. Interest expense increased $781 
thousand, or 25%, primarily as a result of the acquisitions 
and additional long-term borrowings for current and future 
needs. Earnings before income taxes increased $1.8 mil¬ 
lion, or 20%, while net earnings increased $699 thousand, 
or 15%. Income taxes increased $1.1 million, or 27%, 
reflecting an effective tax rate of 48.1 % compared to 
45.7% in 1976. 

Refer to other sections of this Annual Report for further 
management discussion and analysis of operations. 
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Supplementary Financial Data 


, . (In thousands of dollars) 

Sales by business segment: 




1978 


1977 

1976 

1975 


1974 

Dyes and other organic chemicals . . 


$103,267 

$ 90,764 

$ 79,943 

$ 66,517 

$ 

69,979 

Specialty cleaning and maintenance products . . . 

55,628 


47,560 

20,089 

— 


— 

Textile machinery. 


25,425 


25,348 

25,535 

20,392 


25,964 

Plastics extrusion machinery .... 


22,925 


18,550 

20,053 

21,386 


20,901 

Other . 


10,167 


10,507 

8,757 

10,280 


9,939 



$217,412 

$192,729 

$154,377 

$118,575 

$126,783 

Operating profit by business segment: 










1978 


1977 

1976 

1975 


1974 

Dyes and other organic chemicals . . 


$ 9,987 

$ 

7,055 

$ 6,144 

$ 2,425* 

$ 

9,402 

Specialty cleaning and maintenance products . . . 

5,082 


4,359 

1,790 

— 


— 

Textile machinery. 


(448) 


2,429 

2,260 

1,410 


(74) 

Plastics extrusion machinery . . . . 


2,412 


1,129 

1,998 

3,087 


2,195 

Other . 


942 


967 

610 

1,364 


733 

Operating profit. 

General Corporate expenses and 


17,975 


15,939 

12,802 

(1,069) 

8,286 

(1,441) 


12,256 

(1,571) 

other items-net. 


(2,306) 


(1,663) 


Interest expense . 


(3,956) 


(3,847) 

(3,066) 

(2,972) 


(2,841) 

Earnings before income taxes . . 


$ 11,713 

$ 

10,429 

$ 8,667 

$ 3,873 

$ 

7,844 

‘Includes settlement of antitrust litigation at a cost of 31,200. 








Other information by business segment: 











Depreciation 

Capital 



Assets 


And Amortization 

Expenditures 


1978 

1977 


1978 

1977 

1978 


1977 

Dyes and other organic chemicals . . 
Specialty cleaning and maintenance 

$ 61,190 

$ 52,925 

$ 

1,712 

$ 1,595 

$ 2,930 

715 

$ 

1,224 

662 

products. 

35,717 

26,330 


631 

557 


Textile machinery. 

21,669 

18,326 


800 

111 

700 


763 

Plastics extrusion machinery . . . . 

11,420 

11,948 


409 

405 

125 


222 

Other . 

1,574 

1,286 


12 

9 

2 


6 


131,570 

110,815 


3,564 

3,343 

4,472 


2,337 

Corporate . 

6,151 

12,936 


169 

121 

12 


99 


$137,721 

$123,751 

$ 

3,733 

$ 3,464 

$ 4,484 

$ 

2,976 

Information by major geographical area: 








Sales 


Operating Profit 

Identifiable Assets 


1978 

1977 


1978 

1977 

1978 


1977 

United States. 

$176,507 

$158,912 

$ 

14,333 

$ 13,647 

$100,253 

$ 85,091 

Europe . 

27,958 

22,269 


1,239 

630 

22,636 


19,151 

Other . 

18,559 

16,286 


2,407 

1,683 

9,196 


7,973 

Eliminations . 

(5,612) 

(4,738) 


(4) 

(21) 

(515) 


(1,400) 


$217,412 

$192,729 

$ 

17,975 

$ 15,939 

$131,570 

$110,815 


Note—Sales shown for the United States and Europe include transfers to 
other geographical areas as follows: U.S. 1978-34,252, U.S. 
1977-33,920; Europe 1978-31,360, Europe 1977-3818. Sales 
shown for the United States also include exports to unaffiliated 
customers of 325,187 in 1978 and 323,365 in 1977. 


Refer to note 15 of notes to consolidated financial statements and 
elsewhere in this Annual Report for further description and information 
relating to the Company's business segments and geographical opera¬ 
tions. Also, refer to note 12 of notes to consolidated financial statements 
for further information with respect to recent acquisitions comprising the 
specialty cleaning and maintenance products segment. 
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Consolidated Earnings and Retained Earnings 


Years Ended December 30, 1978 and December 31, 1977 



Revenue 

Net sales . 

1978 

. $217,412,000 

1977 
Restated 
(note 2) 

$192,729,000 


Royalties, commissions and other income . 

.... 1,070,000 

1,493,000 


Total revenue. 

.... 218,482,000 

194,222,000 

Costs and 

Cost of products sold (exclusive of depreciation) . . . . 

... 142,601,000 

128,536,000 

Expenses 

Selling, general and administrative expense. 

... 52,775,000 

46,190,000 


Depreciation and amortization . 

... 3,733,000 

3,464,000 


Interest . 

3,956,000 

3,847,000 


Other . 

... 3,704,000 

1,756,000 


Total costs and expenses . 

.... 206,769,000 

183,793,000 


Earnings before income taxes . 

.... 11,713,000 

10,429,000 


Income taxes (note 7) . 

.... 5,576,000 

5,021,000 


Net earnings . 

$ 6,137,000 

$ 5,408,000 


Net earnings per common share . 

$ 2.65 

$ 2.35 

Retained 

Earnings 

Balance at beginning of year, as previously 
reported. 

$ 40,363,000 

$ 37,319,000 


Adjustment for the cumulative effect on prior 
years of applying retroactively the new 
method of accounting for leases (note 2). 

.... (877,000) 

(877,000) 


Balance at beginning of year, as adjusted. 

... 39,486,000 

36,442,000 


Net earnings . 

6,137,000 

5,408,000 


Deduct cash dividends: 

Preferred stock (note 9) . 

. . 550,000 

473,000 


Common stock — $.96 per share in 1978 and 
$.90 per share in 1977 . 

.... 2,029,000 

1,891,000 


Retained earnings at end of year (note 6). 

... $ 43,044,000 

$ 39,486,000 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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Consolidated Balance Sheets 


Current Assets 

Cash . 

$ 3,727,000 

$ 4,765,000 


Short-term investments, at cost which approximates market . . 
Accounts receivable, less allowance for doubtful items of 

3,241,000 

5,828,000 


$3,133,000 in 1978 and $2,171,000 in 1977 . 

40,748,000 

34,222,000 


Inventories (note 3) . 

49,940,000 

40,569,000 


Prepaid expenses. 

2,066,000 

1,763,000 


Total current assets. 

99,722,000 

87,147,000 

Investment 

Investment in a non-consolidated subsidiary 




and affiliates, approximating equity in net assets. 

1,511,000 

1,682,000 

Plant and 

Property, plant and equipment at cost, less accumulated 



Equipment 

depreciation and amortization of $33,188,000 in 1978 

and $31,158,000 in 1977 (note 4) . 

25,110,000 

24,105,000 

Intangible and 

Intangible assets at cost, less amortization (note 5) . 

10,544,000 

9,988,000 

Other Assets 

Other assets. 

834,000 

829,000 



$137,721,000 

$123,751,000 

Liabilities and Stockholders' Equity 



Current 

Current installments on long-term debt (note 6). 

$ 2,563,000 

$ 3,229,000 

Liabilities 

Current installments on obligations under 




capital leases (note 11). 

914,000 

936,000 


Notes payable (note 6). 

9,500,000 

4,977,000 


Accounts payable. 

18,589,000 

13,997,000 


Accrued expenses . 

8,960,000 

7,537,000 


Income taxes payable (note 7) . 

2,070,000 

1,904,000 


Total current liabilities . 

42,596,000 

32,580,000 

Non-current 

Long-term debt (note 6) . 

28,361,000 

28,197,000 

Liabilities 

Obligations under capital leases (note 11). 

6,521,000 

7,048,000 


Total non-current liabilities . 

34,882,000 

35,245,000 

Stockholders' 

Capital stock (notes 9 and 10) 



Equity 

Preferred stock, no par value, 250,000 shares authorized: 




Issued ($100 stated value) 




4 %, 10,000 shares in 1978 and 6,000 shares in 1977 . . . 

1,000,000 

600,000 


5%, 3,812 shares. 

381,000 

— 


7)4%, 21,041 shares . 

2,104,000 

2,104,000 


8%, 40,247 shares in 1978 and 41,247 shares in 1977 • • 

4,025,000 

4,125,000 


Common stock $5 par value, 4,000,000 shares authorized, 
2,191,364 shares issued. 

10,957,000 

10,957,000 


Additional paid-in capital. 

23,000 

45,000 


Retained earnings (note 6) . 

43,044,000 

39,486,000 



61,534,000 

57,317,000 


Less common shares held in treasury, 76,960 in 1978 




and 85,833 in 1977 . 

1,291,000 

1,391,000 


Total stockholders'equity . 

Commitments and contingencies (notes 11,12 and 13) 

60,243,000 

55,926,000 


$137,721,000 

$123,751,000 

See accompanying notes to consolidated financial statements. 

CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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Changes in Consolidated Financial Position 


Years ended December 30, 1978 and December 31, 1977 


7978 


Funds Were Net earnings . $ 6,137,000 

Provided By Charges to earnings not requiring funds, principally depreciation 

and amortization . 4,104,000 

Funds derived from operations . 10,241,000 

Preferred stock issued pursuant to the acquisition 
of Southern Mill Creek Products Co., Inc. and 

Kern Manufacturing Corporation (note 12) 981,000 

Additional long-term borrowings exclusive of 

exchange adjustments . 2,400,000 

Disposition of net plant and equipment, exclusive of 

gains of $236,000 in 1978 and $496,000 in 1977 . 416,000 

Consideration relating to 14,373 treasury shares in 1978 
(7,013 in 1977) issued principally upon exercise of 

stock options . 164,000 


$ 14,202,000 


Funds Were Net assets of Southern Mill Creek Products Co., Inc. 

Used For excluding working capital (note 12) . $ — 

Cost in excess of net assets of acquired companies (note 12) . . . 1,225,000 

Additions to property, plant and equipment. 4,484,000 

Payments of long-term debt and transfers to current 

installments exclusive of exchange adjustments . 2,673,000 

Cash dividends paid to stockholders. 2,579,000 

Decrease in obligations under capital leases . 527,000 

Redemption of 4% and 8% preferred stock in 1978 

and 6% preferred stock in 1977 . 300,000 

Purchase of 5,500 shares of common stock . 86,000 

Other. (231,000) 

Increase in working capital. 2,559,000 


$ 14,202,000 


Changes In Increase (decrease) in current assets: 

Working Capital Cash . $ (1,038,000) 

Short-term investments . (2,587,000) 

Accounts receivable . 6,526,000 

Inventories . 9,371,000 

Prepaid expenses . 303,000 


12,575,000 

Increase (decrease) in current liabilities: 

Installments on long-term debt . (666,000) 

Installments on obligations under capital leases. (22,000) 

Notes payable . 4,523,000 

Accounts payable . 4,592,000 

Accrued expenses . 1,423,000 

Income taxes payable . 166,000 


10,016,000 

Total increase in working capital . $ 2,559,000 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 


1977 
Restated 
(note 2) 

$ 5,408,000 

3,570,000 

8,978,000 


2,704,000 

16,631,000 

697,000 


67,000 
$ 29,077,000 


$ 544,000 

1 , 686,000 
2,976,000 

9,471,000 

2,364,000 

452,000 

3,875,000 

561,000 

7,148,000 

S 29,077,000 


$ 1,903,000 

451,000 
5,268,000 
4,441,000 
512,000 

12,575,000 


161,000 

119,000 

2,555,000 

2,635,000 

157,000 

( 200 , 000 ) 

5,427,000 

$ 7,148,000 
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Notes to Consolidated Financial Statements 


(1) Accounting Policies 

Principles of Consolidation 

The consolidated financial statements include the accounts 
of all subsidiaries except a wholly-owned subsidiary which 
is not significant and is accounted for under the equity 
method. 

Translation of Foreign Currencies 

Foreign currency accounts are translated into U.S. dollars as 
follows: exchange rates at the end of the period are used to 
translate cash and amounts receivable or payable; historical 
exchange rates are used to translate inventories, property, 
plant and equipment, depreciation and certain other ac¬ 
counts; average exchange rates during the year are used to 
translate income and other expense accounts. Aggregate 
exchange losses of $1,437,000 in 1978 and $89,000 in 1977 
are included in other expenses. 

Property, Plant and Equipment 

Property, plant and equipment are carried principally at cost. 
Depreciation of property, plant and equipment (including 
assets recorded as capital leases) are computed generally 
on the straight-line method at the following rates: 

Owned Leased 

Buildings and improvements .2%-20% 4%-10% 

Machinery and equipment .3%-20% 12%-20% 

Furniture and fixtures .4%-33% — 

Expenditures for maintenance and repairs are charged to 
expense as incurred. Renewals and improvements which 
extend the useful lives of the assets are capitalized. Upon 
sale or retirement, the cost of assets and the related 
accumulated depreciation are removed from the accounts 
and any resulting gain or loss is included in earnings. 

Inventory Valuation 

Inventories are valued principally at the lower of first-in, 
first-out cost or market. 

Amortization of Intangible Assets 

Amortization of identifiable intangible assets is computed 
on the straight-line method at the following rates: con¬ 
tracts, formulae, trademarks, etc. — 6% to 20%; patents 
and patent rights — 6% to 13%. 

The cost of acquisitions in excess of tangible and identifi¬ 
able intangible assets acquired prior to 1971 ($4,468,000) is 
not being amortized, as in the opinion of management, no 
permanent loss in value has occurred. Such costs arising 
subsequent to 1970 ($5,328,000 at December 30, 1 978 and 
$4,103,000 at December 31, 1977) are being amortized by 
the straight-line method over periods of from twenty to 
forty years. 

Income Taxes 

Prepaid income taxes are provided in the financial state¬ 
ments in recognition of significant timing differences. 
Prepaid income taxes of $496,000 at December 30, 1978 
and $431,000 at December 31,1977 are included in other 
assets in the accompanying balance sheet. The Company 
follows principally the deferred method of recording the 
investment tax credit, whereby its effect on net earnings is 


amortized overthe useful lives of the related property, plant 
and equipment. The unamortized balances of $398,000 at 
December 30, 1978 and $264,000 at December 31,1977 
are included in the prepaid income tax amounts previously 
disclosed. No provision has been made for Federal income 
taxes which would be payable if undistributed earnings of 
foreign subsidiaries were distributed to the Company in the 
form of dividends, since it is management's intention to 
permanently invest such earnings in such foreign opera¬ 
tions. 

Pensions 

Pension costs are determined and funded in accordance 
with generally accepted actuarial methods providing for the 
payment of current service costs plus the amortization of 
past service costs generally over thirty year periods. 

Research and Development 

Expenditures for research and development costs are 
charged to operations as incurred ($3,700,000 in 1978 and 
1977). 

Earnings Per Share 

The computation of earnings per common share is based 
on the weighted average number of shares outstanding 
(2,111,000 in 1978 and 2,101,000 in 1977) after deducting 
from net earnings the preferred dividend requirements. 
The earnings per share calculation does not include shares 
reserved for stock options and stock appreciation rights 
since the effect of such inclusion would not be currently 
material. 

(2) Restatement of 1977 

The financial statements for 1977 have been restated to 
reflect, as follows, the application of Statement of Financial 
Accounting Standards No. 13, Accounting for Leases: 


Increase (decrease) in: 

Property, plant and equipment-net . $6,157,000 

Prepaid income taxes. 950,000 

Current installments on obligations 

under capital leases . 936,000 

Obligations under capital leases . 7,048,000 

Retained earnings . (877,000) 


Certain items in the 1977 statement of earnings have been 
restated without any resultant adjustment of net earnings. 
Refer to note 11 for further information with respect to 
leased assets. 


(3) Inventories 



1978 

1977 

Finished goods and 

manufactured parts. 

Work in process . 

Raw materials and supplies . . . 

. . . $34,498,000 

. . . 5,077,000 

. . . 10,365,000 

$27,065,000 

4,552,000 

8,952,000 


$49,940,000 

$40,569,000 
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(4) Property, Plant and Equipment 


1978 1977 


Land . 

$ 1,446,000 

$ 1,413,000 

Buildings and improvements .... 

. . 24,554,000 

24,083,000 

Machinery and equipment. 

. . 27,261,000 

25,581,000 

Furniture and fixtures. 

. . 4,022,000 

3,607,000 

Construction in progress. 

. . 1,015,000 

579,000 


58,298,000 

55,263,000 

Less accumulated depreciation 
and amortization . 

. . 33,188,000 

31,158,000 


$25,110,000 

$24,105,000 

Capital leases included in property, plant and equipment 

above are as follows: 

1978 

1977 

Buildings and improvements ... 

$12,566,000 

$12,566,000 

Machinery and equipment. 

. . 2,219,000 

1,988,000 


14,785,000 

14,554,000 

Less accumulated depreciation . . . 

. . 9,184,000 

8,397,000 


$ 5,601,000 

$ 6,157,000 

(5) Intangible Assets 


1978 

1977 

Contracts, formulae, 

trademarks, etc. 

$ 4,597,000 

$ 4,597,000 

Patents and patent rights . 

. . 495,000 

495,000 

Cost of acquisitions in 
excess of tangible and 
identifiable intangible 
assets acquired . 

. . 9,796,000 

8,571,000 


14,888,000 

13,663,000 

Less accumulated amortization . . . 

. . 4,344,000 

3,675,000 


$10,544,000 

$ 9,988,000 


(6) Current and Long-Term Debt 

Long-term debt is summarized as follows: 


1978 1977 


9% note payable under financing 
agreement due in annual installments 
of Si,559,000 commencing in 1983 . . 

$15,585,000 

$15,585,000 

8 3 /e% notes under credit agreement 
due in quarterly installments 
of $250,000 through October 31,1981, 
with a final installment of $2,250,000 
due on January 31,1982 . 

5,250,000 

6,250,000 

8 / 2 % notes payable in quarterly 
installments of $154,000 
with a final installment of 
$1,001,000 due on January 31,1982 . . 

2,852,000 

3,470,000 

Notes payable at prime rate and 
convertible to term loans (see 
paragraph which follows) . 

2,400,000 


Notes payable in Belgian Francs 
through 1989 (approximate 
average interest rate of 8 %) . 

4,434,000 

5,038,000 

Notes payable in equal quarterly 
installments through 1979 at 

1 % above the prime rate . 

375,000 

750,000 

Other . 

28,000 

333,000 

Total long-term debt . 

30,924,000 

31,426,000 

Less current installments of 
long-term debt. 

2,563,000 

3,229,000 

Total long-term debt, 
excluding current 

installments. 

$28,361,000 

$28,197,000 


In February 1977, the Company entered into a bank credit 
agreement with a group of seven banks providing for up to 
$12,000,000 of revolving credit loans from time to time, 
prior to January 2,1980. Outstanding loans may be con¬ 
verted at any time on or before January 2, 1980, to term 
loans due January 1,1985. The agreement calls for interest 
at the prime rate on revolving loans and at between 104% 
and 107% of the prime rate on term loans. The Company 
must pay an annual commitment fee of Vi of 1 %. As of 
December 30,1978, there is $2,400,000 outstanding under 
this credit agreement. 

The restrictive covenants of existing note agreements 
impose restrictions on the Company with respect to short 
and long-term debt and working capital levels. These re¬ 
strictions are not expected to adversely affect the Com¬ 
pany's operations. Certain of the note agreements also 
impose restrictions on the payment of cash dividends. 
Under the most stringent agreement, unrestricted retained 
earnings are $5,840,000 at December 30, 1978. 

The Company had available short-term lines of credit 
aggregating approximately $26,000,000 at December 30, 

1978. The average amount of such debt outstanding during 
1978 was $6,500,000 with a weighted average interest rate 
of 10.6%. The maximum month-end balance during 1978 
was $9,500,000. At December 30, 1978, the weighted 
average interest rate on current notes payable was 9.7%. 
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The aggregate annual maturities of long-term debt are 
$2,948,000 in 1980, $2,700,000 in 1981, $4,220,000 in 
1982, $2,495,000 in 1983, with the balance payable 
through 1992. 


(7) Income Taxes 


Income taxes are comprised of the following: 


United States 
Foreign . . 
State . . . 


1978 

1977 

$3,115,000 

$3,519,000 

1,874,000 

914,000 

587,000 

588,000 

$5,576,000 

$ 5 , 021,000 


U.S. income taxes include (1) reversal of prepaid income 
taxes of $43,000 in 1978 and prepaid income taxes of 
$25,000 in 1977, and (2) amortization of investment credit 
of $70,000 in 1978 and 1977. 

The following is a percentage reconciliation of computed 
"expected" tax expense to actual tax expense: 

1978 1977 


Computed "expected" tax expense . . . 48.0% 48.0% 

State taxes (net of U.S. 

tax effect). 2.6 2.9 

DISC benefit. (1.2) (1.5) 

Miscellaneous. (1.8) (1.3) 


47.6% 48.1% 


Certain of the Company's foreign subsidiaries have net 
operating loss carryforwards aggregating approximately 
$2,350,000 at December 30,1978. 

At December 30, 1978, the cumulative amount of undis¬ 
tributed earnings of the Company's Domestic International 
Sales Corporation and of its foreign subsidiaries on which 
the Company has not recognized U.S. income taxes aggre¬ 
gated approximately $8,000,000. If distributed, such earn¬ 
ings would incur income tax expense at substantially less 
than the U.S. income tax rate primarily because of offset¬ 
ting foreign tax credits. 

The Company's consolidated domestic tax returns have 
been examined by the Internal Revenue Service through 
December31,1972. 

(8) Pensions 

The Company and its subsidiaries have non-contributory 
pension plans covering a majority of employees. Total 
pension expense aggregated $1,928,000 in 1978 and 
$1,714,000 in 1977. As of January 1,1978, the actuarially 
computed value of vested benefits exceeded the sum of 
the pension fund assets, valued at market, by approxi¬ 
mately $3,630,000. 

(9) Preferred Stock 

The preferred shares outstanding at December 30, 1978, 
are voting, non-convertible, cumulative and redeemable (in 
whole or part after January 1,1982, on the 8% preferred 
stock; in whole or part after the fifth anniversary of the 
issuance date on the 4% preferred stock; in whole prior to 
March 27,1982, and in whole or part thereafter, on the 


7 / 2 % and 5% preferred stock) at the option of the Com¬ 
pany at their stated value of $100 per share plus accrued 
dividends. The annual dividend rate on the 8% preferred 
stock increases to 10% on January 1, 1982 and to 12% on 
January 1,1984. The annual dividend rate on the 4% 
preferred stock increases to 8% on the fifth anniversary of 
the issuance date. The annual dividend rate on the 7)4% 
preferred stock increases to 10% on January 1,1983 and to 
12% on January 1,1984. The annual dividend rate on the 
5% preferred stock increases to 7)4 % on the fifth anniver¬ 
sary of the issuance date. 

Preferred shares outstanding were issued in connection 
with the acquisitions of Kern Manufacturing Corporation 
and Southern Mill Creek Products Co., Inc. Refer to note 12 
for additional information with respect to these acquisi¬ 
tions. 

(10) Stock Options and Stock Purchase and 
Savings Plan 

Under the 1966 Qualified Stock Option Plan, which expired 
on March 27,1976, the 1970 Qualified Stock Option Plan, 
expiring in 1980, and the 1977 Stock Option Plan, expiring in 
1987, options were available for grant to officers and certain 
key employees to purchase 100,000 shares of the Com¬ 
pany's common stock under each plan at prices not less 
than 100% of the market value on the date of grant. 
Qualified options are exercisable on a cumulative basis 
between two and five years from the date granted. Non¬ 
qualified options and stock appreciation rights are exercisa¬ 
ble on a cumulative basis between two and ten years from 
the date granted. 

Changes during 1977 and 1978 in shares under option are 
summarized as follows: 


Price Per Share 



Range 

Average 

Shares 

Outstanding at end of 1976 

$ 8.25-21.75 

$11.13 

131,200 

Granted. 

. . 13.75-14.38 

14.33 

29,000 

Exercised . 

. . 8.25-13.75 

10.50 

(10,179) 

Lapsed . 

8.75-21.75 

12.88 

(12,052) 

Outstanding at end of 1977 

. . 8.25-15.31 

11.70 

137,969 

Granted. 

. . 16.25 

16.25 

25,950 

Exercised . 

. . 8.75-13.75 

11.40 

(16,592) 

Lapsed . 

. . 8.25-16.25 

13.10 

(14,856) 

Outstanding at end of 1978 

. . 8.75-16.25 

12.47 

132,471 


A summary of options exercisable and available for grant is 
as follows: 



Exercisable 

Shares 



Price Per Share 

Available 

For 

Grant 


Shares 

Range Average 

December 31,1977 
December 30,1978 

. 56,657 
. 59,946 

$8.75-13.75 $11.10 

$8.75-15.31 $10.37 

96,318 

84,552 
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In 1977, the Company offered a Stock Purchase and 
Savings Plan to eligible employees of the Company and 
certain of its subsidiaries. The Company makes contribu¬ 
tions equivalent to a certain percentage of employee with¬ 
holdings. 

(11) Leased Assets 

The following is a schedule by years of future minimum 
rental payments under capital leases and operating leases 
having initial or remaining non-cancelable lease terms in 
excess of one year: 



Capital 

Operating 


Leases 

Leases 

1979 . 

$ 1,423,000 

$585,000 

1980 . 

. . . 1,177,000 

381,000 

1981 . 

. . . 1,032,000 

311,000 

1982 . 

. . 995,000 

203,000 

1983 . 

. . 944,000 

141,000 

Later years . 

. . . 5,108,000 

628,000 

Total minimum lease 

payments. 

. . 10,679,000 


Less amount representing 

interest. 

. . . 3,244,000 


Present value of net 

minimum lease payments . 

. . . $ 7,435,000 



Minimum rental payments for operating leases above have 
been reduced by minimum sublease rentals aggregating 
$1,170,000. Total rental expense for all operating leases 
was $2,312,000 in 1978 and $2,286,000 in 1977. These 
amounts are net of sublease rentals of $130,000 in 1978 
and $100,000 in 1977. 

All leases expire prior to 1996. Real estate taxes, insurance 
and maintenance expenses are generally obligations of the 
Company and accordingly are not included as part of rental 
payments. It is expected that, in the normal course of 
business, leases that expire will be renewed or replaced by 
leases on other properties. 

Included in capital leases are leases covering plant and 
equipment owned by Company pension trusts with current 
annual rentals of approximately $800,000 and renewal 
options at substantially lower rentals. 


(12) Acquisitions 

In connection with the acquisition of Kem Manufacturing 
Corporation ("Kem") in 1976, an additional $3,000,000 of 
preferred stock was issuable through 1981 upon attain¬ 
ment of prescribed earnings levels by Kem. Such earnings 
levels were achieved for 1976 through 1978 and, as a 
result, 6,000 shares of 4% preferred stock became issuable 
effective January 1 st of each year following attainment. 

During 1977, the Company acquired the common stock of 
Southern Mill Creek Products Co., Inc. ("SMCP") for cash 
of $1,381,000 and 7)4% preferred stock of $2,104,000. 

The acquisition, which is being accounted for as a pur¬ 
chase, resulted in initial goodwill of $1,086,000 which is 


being amortized by the straight-line method over twenty 
years. An additional $2,500,000 of consideration is issuable 
over four years upon attainment of prescribed earnings 
levels by SMCP. Such earnings levels were achieved in 
1977 and 1978 resulting in additional consideration of 
$244,000 in cash and $381,000 in 5% preferred stock 
becoming payable effective January 1 st of 1978 and 1979. 
SMCP results since March 26, 1977, have been included in 
the consolidated financial statements of the Company. If 
the operations of SMCP had been included since the 
beginning of 1977, the Company's pro forma operating 
results would be as follows: net sales—$194,931,000; net 
earnings — $5,346,000; net earnings per common share— 
$2.30. 

(13) Litigation 

In the ordinary conduct of their business, the Company and 
its subsidiaries may be parties to litigation. At December30, 

1978, in the judgement of management, based on consulta¬ 
tion with legal counsel, there are no matters pending or 
threatened which will have a material effect on the con¬ 
solidated financial position or results of operations of the 
Company. 

(14) Foreign Operations 

Financial data applicable to the Company's foreign opera¬ 
tions as of and for the years ended December 30,1978 and 
December 31, 1977, are as follows: 



1978 

1977 

Net sales . 

.$42,196,000 

$35,845,000 

Net earnings. 

. $ 2,163,000 

$ 387,000 

Assets . 

Liabilities . 

. $27,248,000 

. 14,229,000 

$23,532,000 

13,287,000 

Stockholders' equity 

.$13,019,000 

$10,245,000 


(15) Business Segment Data 

The business segment data for 1978 and 1977 presented in 
tabular form on page 11 of this annual report are an integral 
part of these statements and should be read in conjunction 
with this note. 

Sales by segment represent sales to unaffiliated customers 
only. Intersegment sales are nominal and have not been 
separately disclosed. Sales by geographical area include 
transfers between geographical areas as disclosed in the 
note to the tabulation. Transfers between geographical 
areas are generally based upon prices which yield a reason¬ 
able operating profit to the selling division. The elimination 
of sales and operating profit relating to transfers between 
geographical areas has been made to reconcile geograph¬ 
ical information with consolidated amounts. 

Operating profit is defined as total revenue less operating 
expenses. In computing operating profit, the following 
items have not been added or deducted: general corporate 
expenses, interest expense, income taxes, and equity in 
the net earnings of unconsolidated affiliates. 
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Accountants' Report 


Identifiable assets by industry are those assets that are 
used in the Company's operations in each industry. Corpo¬ 
rate assets are principally cash and other assets maintained 
for general corporate purposes. 

The Company has a 100% interest in a non-consolidated 
domestic company whose operations are vertically inte¬ 
grated with the Company's operations in the dyes and 
other organic chemicals business. The Company also has 
partial interests in three foreign (not European) companies 
integrated with the Company's operations in the plastics 
extrusion machinery business. The earnings and invest¬ 
ments relating to the unconsolidated subsidiary and af¬ 
filiates are not considered significant and are included in the 
general corporate categories in the business segment 
tabulation. 

(16) Summarized Unaudited Quarterly 
Financial Data 


7 978 

(In Thousands , Except EPS) _ 

1st 2nd _3rd_ 4th 

Net sales. $49,234 $55,832 $54,385 $57,961 

Gross profit. 16,438 18,380 18,026 21,967 

Net earnings . 870 1,643 1,410 2,214 

Net earnings per 

common share . .35 .71 .60 .99 


1977 

(In Thousands, Except EPS) 

1st 2nd 3rd 4th 


Net sales. $41,382 $50,325 $46,483 $54,539 

Gross profit. 14,319 16,171 15,416 18,287 

Net earnings . 1,045 1,618 1,116 1,629 

Net earnings per 

common share . .46 .70 .48 .71 


Net earnings for the fourth quarter of 1978 include approx¬ 
imately $290 thousand ($.14 per share) of favorable year- 
end inventory adjustments. Gross profit amounts for the 
first three quarters of 1978 and all of 1977 have been 
restated to reflect the new method of accounting for leases 
adopted in the fourth quarter of 1978. Net earnings for 
these periods were not affected as a result of the restate¬ 
ment. 


THE BOARD OF DIRECTORS AND STOCKHOLDERS 
CROMPTON & KNOWLES CORPORATION: 

We have examined the consolidated balance sheets of 
Crompton & Knowles Corporation and subsidiaries as of 
December 30, 1978 and December 31, 1977, and the 
related consolidated statements of earnings, retained 
earnings and changes in financial position for the fifty-two 
week and fifty-three week periods then ended. Our 
examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing 
procedures as we considered necessary in the 
circumstances. 

In our opinion, the aforementioned consolidated financial 
statements present fairly the financial position of Crompton 
& Knowles Corporation and subsidiaries at December 30, 
1978 and December 31, 1977, and the results of their 
operations and changes in their financial position for the 
fifty-two week and fifty-three week periods then ended, in 
conformity with generally accepted accounting principles 
applied on a consistent basis after restatement for the 
change, with which we concur, in the method of 
accounting for leases as described in note 2 to the 
consolidated financial statements. 

// />U&LuC f 

Newark, New Jersey 
February 5, 1979 


19 



































































Directors 


Officers 


Harry W. Buchanan 
Chairman and President, 
Virginia Chemicals Inc. 
Portsmouth, Virginia 

William J. Ferracone 

Vice President 

*Carl S. Forsythe 
Chairman of the Board; 
Partner, 

Forsythe & LeViness 
New York, New York 


Frank J. Graziano 

President 

Charles B. Helms 

Vice President 

Ralph L. Hennebach 

President, 

ASARCO, Inc. 

New York, New York 

John Jeppson 
Chairman of the Board, 
Norton Company 
Worcester, Massachusetts 


*Warren A. Law 

Professor, 

Graduate School of 
Business Administration 
Harvard University 
Cambridge, Massachusetts 

William H. Preston 

Vice President 

David A. Schrom 

Vice President 

*William J. Speers, Jr. 

Partner, 

Warner & Stackpole 
Boston, Massachusetts 

*John C. Whitehead 

Senior Partner, 

Goldman, Sachs & Co. 

New York, New York 

•Member of Audit Committee 


Frank J. Graziano 

President 

Chief Executive Officer 

William J. Ferracone 
Vice President 
President-Chemicals Group 

Charles B. Helms 

Vice President-Finance 

Robert T. James 
Vice President-Organization 
and Secretary 

Murray Pitkowsky 

Vice President-Controller 

William H. Preston 
Vice President 
President-Wire & Plastics 
Machinery Group 

David A. Schrom 
Vice President 
President-Textile 
Machinery Group 

Ronald P. Dion 

Treasurer 

Edward J. Waite, III 

Assistant Secretary 


TRANSFER AGENT AND REGISTRAR 
The Chase Manhattan Bank, N.A., 
New York 

Common stock listed on the New York 
Stock Exchange. Symbol CNK. 

The annual meeting of stockholders 
will be held at Manufacturers Hanover 
Trust Company, 350 Park Ave., New 
York, N.Y., Tuesday, April 10, 1979 at 
11:15A.M. 


20 















Crompton & Knowles Corporation 

345 Park Avenue, New York, NY 10022 












